
BOARD MEMBERS

 This pamphlet is designed to answer many of the questions asked about
interest and penalty payments that apply to sales and use taxes. Examples of
situations where those payments apply are given, along with explanations of
how they are calculated. Information is also provided on situations where
interest and penalty payments can be waived.

Only the more common problem areas are examined in this booklet. If you
cannot find an answer to your question, or if you would like to obtain more
information, please contact a local Board office for help. Board office
telephone numbers are found at the back of this publication.

Interest and penalty charges apply to overdue taxes. The reasons for those
late payments vary. For example, a taxpayer may forget to include a
remittance with his or her return, or the remittance may not cover the whole
tax liability. Or a seller may not report tax for a transaction that was taxable,
or he or she may not calculate tax at the correct rate. Whatever the cause, if a
tax payment is overdue and if no waiver of interest or penalties applies,
those charges will be added to the tax amount that is payable.

❖ Self-Reported Payments vs. Board Notification
If a taxpayer sends in a tax return after the due date, he or she can calculate
the interest and penalty charges to pay by following the instructions on the
return. In all other situations, the Board will determine the amounts to pay
for interest and penalties and will indicate those amounts on the notices it
sends to taxpayers regarding unpaid tax liabilities.

In some instances an unpaid tax liability is discovered during an audit. In
these cases, the Board will send a Notice of Determination indicating the
reason for the billing and the amounts payable for taxes, interest, and
penalties. The notice also includes information on how to appeal the decision
if the taxpayer disagrees with the findings.

In other instances, the Board may notify a taxpayer of unpaid taxes, interest,
and penalties through a Demand for Payment. This form is commonly used in
instances where a taxpayer has submitted a tax return but has not included a
remittance or paid the correct amount of tax.

Regardless of the form of notice, if an unpaid tax liability is not paid by the
due date shown on the form, an additional 10 percent penalty will apply to
the amount of overdue tax. The additional penalty does not apply to notices
of determination that have been appealed on a timely basis unless the appeal
is unsuccessful and tax is not paid by the new due date. ❒
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Why Interest and
Penalty Payments Apply

Interest and penalty payments are re-
quired for a variety of reasons. Examples
of situations where those payments ap-
ply are given in the following pages.

Interest charges always apply to overdue
taxes (taxes that should have been paid
but were not); however, penalty charges
may or may not apply, depending on the
cause for the overdue tax payment.

Interest. Interest is charged for each
month or fraction of a month that the tax
payment is overdue. The current inter-
est rate for overdue taxes is 11 percent
per year but is subject to change. See
page 7 for more information on how the
interest rate is determined.

Interest charges can be waived under lim-
ited circumstances. See page 6, “Late Pay-
ments as the Result of a Disaster” and
“Reliance on Erroneous Written Advice.”

If you are submitting a late tax return, the
return includes instructions for calculat-
ing and paying interest charges. In all
other situations the Board will determine
the interest due and bill you for the amount.

Penalties. As noted above, penalty
charges may or may not apply. Those
charges are paid in addition to interest
charges and vary from 6 percent of the
amount of tax that is overdue to 10 or 25
percent or higher.
Note: Penalties Applied to Audit Findings
If your business is being audited and it
is discovered that sales or use taxes
should have been paid, you will be
charged for the overdue taxes plus in-
terest. In addition, if it is determined
that taxes were not paid as the result of
negligence or intentional disregard of
the Sales and Use Tax Law or Board
regulations, a 10 percent penalty will be
added.

If it is determined that taxes were not
reported because  of fraud or intent to
evade the Sales and Use Tax Law or

Board regulations, the penalty will be 25
percent instead of 10 percent. In   in-
stances when it is determined by an
auditor that a return should have been
filed but was not, an additional penalty
of 10 percent of the amount of tax due
can be applied. Additional penalties can
apply in cases of improper use of a resale
certificate. See page 4.

✎ Late Filing of Tax
Payments or Returns

The information in this section applies to busi-
nesses that pay sales and use taxes by check,
money order, or other paper instrument. If you
pay taxes electronically, through electronic
funds transfers, please see page 3,  “Charges
Related to EFT Accounts.”

If you have not paid taxes that are due,
or if you have failed to file your tax
return on time, you will be required to
pay interest and penalty charges. The
amount for those charges will depend
on the type of payment that is late and
how late the payment is.

Late Tax Returns
(Other Than Prepayments)
If you file your tax return after the due
date shown on the return, you will be
required to pay both interest and pen-
alty charges.

Interest. Interest is due for each month
or fraction of a month the tax payment is
overdue. You can determine the amount
of interest to pay by using the interest
rate shown at the bottom of the return (it
will show a monthly rate that is based on
the annual rate).

Example: Your tax liability is $1,000
and payment is due on or before
July 31. However, you do not make
your tax payment until August 20,
and the adjusted interest rate shown
at the bottom of your tax return is
.009167 (11% ÷ 12). To calculate in-
terest, you would multiply $1,000 x
.009167 to arrive at the amount to be
paid, which is $9.17.

Interest is charged for

each month or fraction

of a month that a tax

payment is overdue.
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If you did not submit your tax return
until September 3, you would owe
twice the amount of interest, or
$18.34. The reason for this is that one
month’s interest is due for each
month or fraction of a month that the
payment is late. So, since the pay-
ment was delayed until September
3, you would owe one month’s inter-
est for August plus one month’s in-
terest for the fraction of the month in
September. Interest is not com-
pounded.

Note: Interest rates are adjusted periodi-
cally. See page 7, “How Interest is Calcu-
lated.”

Penalties. In addition to the interest
charged for a late tax payment, a one-
time 10 percent late payment penalty
also applies. In the example given above,
you would pay $1,000 for the overdue
taxes, plus $9.17 for interest if the pay-
ment was overdue only one month, plus
a penalty of $100, for a total payment of
$1,109.17.

Late Tax Prepayments
The information in this section applies to
businesses that have been notified they must
pay sales and use taxes on a prepayment
basis (businesses with average monthly tax-
able sales of $17,000 or more).

This section does not apply to brokers, dis-
tributors, and others who collect prepaid
sales tax on distributions of fuel. Those read-
ers should refer to the prepayment return
form (BT-401-DB series) for information on
interest and penalties.

If you have been granted an extension of time
on your prepayment due date, please see
page 6, “Extensions of Time,” for informa-
tion on interest and penalty charges.

Interest charges may or may not apply
to late prepayments. However, penalty
charges do apply. The information in
this section explains the different rules
that apply to late prepayments.

Interest. Interest is not charged on late
tax prepayments so long as the tax is

paid by the due date for the quarterly
return. However, interest will apply to
any taxes for the quarter that are paid
after the quarterly due date. In this case,
interest on the late prepayment will ap-
ply from the date the quarterly return
was due until the date it is paid.

So, if you filed one prepayment on time
with the correct amount of tax but paid
the remaining taxes for the quarter after
the quarterly due date, you would be
required to pay interest on the overdue
taxes. See page 2, “Late Tax Returns,”
for an example of an interest calculation.

Penalties. A 6 or 10 percent penalty will
apply.

Six Percent. If a prepayment is made
after the prepayment due date but
before the due date for the quarterly
return, a 6 percent penalty applies to
the late prepayment.

The penalty for a late prepayment can be
10 percent if the Board determines that
the payment was late as the result of
negligence or intentional disregard of
the Sales and Use Tax Law or Board
regulations (for example, a continued
failure to file prepayments or a contin-
ued underreporting of prepayments).

Ten Percent. A 10 percent penalty
applies to taxes that are paid after the
quarterly due date, including any tax
prepayments made after the quar-
terly due date.

✎ Charges Related to EFT
Accounts

The information in this section applies to
businesses that are registered to pay taxes
through electronic funds transfers (EFT).

Note: More than one penalty can apply for
the same reporting period. For example, a
business that fails to make its payment by
EFT and to file a return on time for the same
reporting period is liable for penalties for
each failure.

Late EFT Payments. For an EFT pay-
ment to be timely, your funds must settle

Late tax payments are

subject to penalty

charges.



Page 4

Interest and Penalty Payments • January 1995

into the Board of Equalization’s bank ac-
count by the first banking day following
the tax due date. If your payment is late,
you will be required to pay the same pen-
alty and interest charges described on page
2, under “Late Tax Returns.”

Late EFT Prepayments. Although you
are not required to file prepayment
forms, you must make sales and use tax
prepayments through EFT. If your pre-
payment is late, you will be required to
pay the same penalty and interest
charges described on page 3, under “Late
Tax Prepayments.”

Failure to Make Payments by EFT.
If you are required or registered to pay
taxes through electronic funds transfers,
you must continue to make EFT pay-
ments unless the Board advises you in
writing that you are no longer required
to do so. If you do not pay taxes through
EFT but use another means (by check,
for example), you will be subject to a 10
percent penalty on the taxes that were
due at the time of payment.

Failure to File a Timely Return. Your
tax return will be considered timely if it
is postmarked on or before the due date.
If the return is not filed on a timely basis,
even though the EFT payment may have
been paid timely, a 10 percent penalty
will be assessed.

✎ Failure to File a Return
If it is determined that you should have
filed a sales and use tax return but failed
to do so, the Board will send a Notice of
Determination indicating the amount to
pay, including interest and penalty
charges.

Interest. The interest charged for un-
paid taxes is the same as that charged on
taxes paid with returns that are filed
late. See page 2, “Late Tax Returns,”  for
an example of an interest calculation.

Penalties. The penalty for failure to file
a return is 10 percent of the tax amount
that is due for each determination. An
additional 25 percent penalty applies if

the failure to file was due to fraud or
intent to evade the Sales and Use Tax
Law or Board regulations.

If you pay taxes on a prepayment basis,
see the previous section, "Late Tax Pre-
payments," for the a discussion of the
penalties that apply to late prepayments.

✎ Improper Use of a Resale
Certificate

As the holder of a seller’s permit, you
may issue a resale certificate to purchase
property for resale. Use of the resale
certificate enables you to buy tangible
personal property without having to pay
sales or use tax to the seller.

It is, however, a misdemeanor to issue a
resale certificate to evade payment of
tax. For example, if you are no longer
actively engaged in business or if you
know at the time of purchase that the
property will not be resold, you may not
issue a resale certificate. Improper use of
a resale certificate will result in interest
and penalties.

Interest. If the Board determines that a
resale certificate has been improperly
used, it will calculate the amount of tax
to be paid. Interest on that tax is calcu-
lated in the same manner as interest for
taxes that are paid late. See page 2, “Late
Tax Returns,” for an example of an inter-
est calculation.

Penalties. The penalty for the improper
use of a resale certificate  is $500 for each
transaction or 10 percent of the amount
of tax due, whichever is higher. In cases
of failure to file a tax return or of selling
without a valid seller’s permit, addi-
tional penalties may apply.

For more information on this subject,
please contact your local Board office
and request a copy of Regulation 1668,
Resale Certificates.

Penalty and interest

charges apply for

failure to file a tax

return.
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✎ Selling Without a Valid
Seller’s Permit

You are required to obtain a seller’s per-
mit if you are engaged in business in
California and intend to sell or lease
tangible personal property that is ordi-
narily subject to sales tax. If, to evade
payment of tax, you do not obtain a valid
seller’s permit prior to the date in which
the first tax return is due, you are subject
to penalty and interest charges.

Interest. The interest charged for un-
paid taxes is the same as that charged for
returns that are paid late. See page 2,
“Late Tax Returns,” for an example of an
interest calculation.

Penalties. A 50 percent penalty applies to
the taxes that should have been paid dur-
ing the time you were engaged in business
without a valid seller’s permit. This pen-
alty is in addition to the 10 percent penalty
that applies for failure to file a return.

If your taxable sales during the period
averaged $1000 or less per month, the 50
percent penalty does not apply. The 50
percent penalty also does not apply to
sales of vehicles, vessels, or  aircraft if the
transaction is subject to a 50 percent pen-
alty  for registering outside of California to
evade payment of tax (see next column).

✎ Motor Vehicles,
Mobile Homes, Vessels,
and Commercial Coaches

This section does not apply to documented
vessels that are registered through the U.S.
Coast Guard (such as commercial fishing
vessels and certain common carriers) or air-
craft registered with the Federal Aviation
Administration. If you have questions about
these vessels or aircraft, you should contact
the Board’s Consumer Use Tax Section at
916-445-9524.

In general, you must pay use tax if:
• You purchase a motor vehicle, mo-

bile home, vessel, or commercial
coach from a person who is not li-

censed as a dealer by the Department
of Motor Vehicles or the Department
of Housing and Community Devel-
opment (from a private  party, for
example), and

• The property will be used, stored, or
otherwise consumed in  California.

Vessels, vehicles, and commercial
coaches (such as buses) used or stored in
this state must be registered with the
Department of Motor Vehicles. Mobile
homes must be registered with the De-
partment of Housing and Community
Development. Either department will
collect the applicable use tax at the time
of registration. (Registration is equiva-
lent to filing a use tax return.)

If you are unsure when you must regis-
ter, you should contact the appropriate
department.

Interest. You will owe interest for a late
payment if you:

• Paid less than the correct amount of
tax (the incorrect amount of tax may
have been paid, for example, because
the purchase price was understated)

• Filed a return but did not pay the tax
• Filed a late return

Interest is due for each month or fraction
of a month the tax payment is overdue.
If you paid less than the correct amount
of tax, the interest would apply only to
the additional tax.

See page 2, “Late Tax Returns,” for an
example of an interest calculation.

Penalties. One or more of the following
penalties will apply:

• 10 percent for late payment or failure
to file

• 10 percent for negligence
• 10 percent for failure to pay the cor-

rect amount of tax (the 10 percent
would apply only to the additional
amount)

• 25 percent for fraud or evasion
• 50 percent for registering a vehicle,

vessel, or aircraft outside of Califor-
nia to evade payment of tax

Interest and penalty

charges may apply if

you do not register a

vehicle on time or do

not pay the correct

amount of tax.
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Relief from Interest or
Penalties

It is possible to have interest or penalty
charges waived under limited circum-
stances. If one of the situations described
below applies to you, you should contact
your local Board office for advice on how to
claim the relief.

✎ Late Payments as the
Result of a Disaster

Interest and penalty charges can be
waived for late tax returns and pay-
ments if they are submitted late because
of a disaster. Disaster means fire, flood,
storm, tidal wave, earthquake, or a simi-
lar public calamity, whether or not it
results from natural causes.

If you are unable to file a return or make
a tax payment on time because of a di-
saster, you must file a statement with the
Board, under penalty of perjury, stating
the facts upon which you are basing
your claim for relief. Interest and pen-
alty charges cannot be waived if it is
determined that the return or payment
was willfully filed late or was late as the
result of negligence.

✎ Reliance on Erroneous
Written Advice

You may be relieved of tax, penalty, and
interest charges due on a transaction if
the Board determines that it gave erro-
neous written advice regarding a trans-
action. For this relief to apply, the re-
quest for advice must have been in writ-
ing, identified the taxpayer to whom the
advice applied, and fully described the
facts and circumstances of the transac-
tion. The Board’s written reply must
have advised the taxpayer of the taxabil-
ity of the transaction and the conditions
that had to be met.

If this situation applies to you, you
should contact your local Board office

for information on how to file a claim for
relief from payment. (Note: Receiving
erroneous verbal advice from a Board
employee does not relieve you of tax,
penalty, or interest charges.)

✎ Extensions of Time
The law allows the Board, for good cause,
to extend the due date for filing a tax
return or for paying tax that is due. The
request for the extension must be filed
prior to or within the period for which
the extension may be granted, and the
extension cannot exceed one month.

If you have been granted an extension of
time and file your return or pay your tax
by the extended due date, there is no
penalty charged; however, you must pay
interest during the extension period. (In-
terest may be waived in cases of a public
disaster. See previous column.)

Interest is charged for each month or
fraction of a month that the return is
submitted after the due date for the  re-
porting period. See page 2, “Late Tax
Returns,”  for an example of how inter-
est is calculated.

✎ Circumstances Beyond
Your Control

If you are unable to make a timely tax
payment because of circumstances be-
yond your control, you may apply  for
relief from penalty charges. Interest
charges, however, cannot be waived (ex-
cept in cases of a public disaster— see
previous column).

If payment is late because of failure to
exercise ordinary care or because of will-
ful neglect, the penalty relief will not
apply.

If you wish to be relieved of a late pay-
ment penalty for a payment that was late
because of circumstances beyond your
control, you must file a statement with
the Board, under penalty of perjury, stat-
ing the facts that apply.

Interest and penalty

charges can be waived

for late tax return

payments if they are

submitted late because

of a disaster.
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Interest Paid on Refunds
and Credits

The Board can pay interest on tax over-
payments that are refunded to a tax-
payer or credited to his or her account.

If the Board determines that a tax, pen-
alty, or interest payment was errone-
ously or illegally collected or computed
and exceeds the amount required by
law, it will first credit the amount of the
overpayment against any other tax li-
abilities that may be owed to the state. If
an excess amount remains, that amount
will be refunded (or credited) to the
person who had made the overpayment.
Interest may also be paid on
court-ordered refunds.

Interest, however, is not applied to over-
payments if the Board determines that
the overpayment was carelessly or in-
tentionally made. Likewise, if you file a
claim for refund and request the Board
to defer action on your claim, the Board
can require that you waive interest for
the period of time the refund is deferred.

How Interest Is
Calculated

The interest rate applied to overdue and
unpaid taxes is currently 11 percent per
year. The interest rate applied to refunds
and credits for tax overpayments
is currently 3 percent per year.

The interest rate applied to refunds of
overpaid taxes is based on the value of
13-week treasury bills. The interest rate
applied to unpaid or underpaid taxes is
based on the rate charged by the Internal
Revenue Service plus 3 percent. By law,
the rates must be evaluated by the Board
every January and July. If it is deter-
mined that a rate change is required, the
change takes effect 6 months later and
remains in effect for at least 6 months.

When calculating interest, the Board uses
a “modified adjusted rate per month.”
That is, the annual rate is adjusted to its

monthly equivalent. For example, an 11
percent annual  rate translates to an ad-
justed monthly rate of .009167. The ad-
justed rate is used for each month or
fraction of a month that a tax payment is
overdue.

Interest accumulates from the day after
the date on which the amount of tax first
became due, except in cases of failure to
file a return and of Board-determined
deficiencies. In those cases, interest ac-
cumulates from the day after the last day
of the month following the quarterly
period for which the amount of tax
should have been paid. Interest on re-
funds and credits accumulates from the
first day of the month following the due
date of the reporting period in which the
overpayment was made.

In addition, any interest imposed with
respect to the amount of tax being re-
funded or credited will also be refunded
or credited.

Taxpayers’ Rights
Advocate

The State Board of
Equalization has appointed

a Taxpayers’ Rights
Advocate to help you with

problems you cannot
resolve at your local Board

office.
You may contact the

Taxpayers’ Rights
Advocate

by writing to
P.O. Box 942879
Sacramento, CA

 94279-0070
 or by telephoning

916-324-2798

NOTE

The statements in this pamphlet are
general and are current as of the date on
the cover.  The Sales and Use Tax Law
(Revenue and Taxation Code, Section
6001 and following) is complex and
subject to change.  If there is a conflict
between the law and this booklet, any
decisions will be based on the law and not
this booklet.



Page 8

Interest and Penalty Payments • January 1995

City Area Number
Code

Arroyo Grande 805 489-6293
Auburn 916 885-8408
Bakersfield 805 395-2880
Bishop 619 872-3701
Chico 916 895-5322
City of Industry 310 908-5280
Concord 510 687-6962
Crescent City 707 464-2321
Culver City 310 342-1000
El Centro 619 352-3431
Eureka 707 445-6500
Fresno 209 248-4219
Grass Valley 916 272-1347
Laguna Hills 714 770-2157
Lancaster 805 940-7383
Marysville 916 741-4301
Merced 209 726-6527
Modesto 209 576-6360
Norwalk 310 466-1694
Oakland 510 286-0347
Placerville 916 622-1101
Quincy 916 283-1070
Rancho Mirage 619 346-8096
Redding 916 224-4729
Riverside 909 782-4330
Sacramento 916 255-3350
Salinas 408 443-3008

City Area Number
Code

San Bernardino 909 383-4701
San Diego 619 525-4526
San Francisco 415 396-9800
San Jose 408 277-1231
San Marcos 619 744-1330
San Mateo 415 573-3800
San Rafael 415 472-1513
Santa Ana 714 558-4059
Santa Cruz 408 462-9496
Santa Rosa 707 576-2100
Sonora 209 532-6979
South Lake Tahoe 916 544-4816
Stockton 209 948-7720
Torrance 310 516-4300
Ukiah 707 463-4731
Union City 510 429-7090
Vallejo 707 648-4065
Van Nuys 818 901-5293
Ventura 805 654-4523
Visalia 209 732-5641
Yreka 916 842-7439

Offices for Out-of-State Accounts

Chicago, IL 312 201-5300
Houston, TX 713 681-1106
New York, NY 212 697-4680
Sacramento, CA 916 322-2010

For More Information

Field Office Locations and Telephone Numbers

If you have a question,
please call one of our

Board field offices. Staff
will be glad to answer

your questions.  If you are
calling regarding your

account, please have the
number of your seller’s
permit available when

you call.

For information
regarding motor vehicles,

vessels, mobile homes,
and aircraft, please call
the Consumer Use Tax

Section at
 916-445-9524.

Information for this publication is based
on  the Sales and Use Tax Law and on
Board regulations. If you would like
more information about  a topic or if you
would like to know which sections of
the law apply to a particular situation,
please contact a local Board office.

You may also request a copy of Regula-
tion 1703, Interest and Penalties, from a
local Board office or by writing to:

State Board of Equalization
Supply Unit
3920 West Capitol Avenue, Ste. 200
West Sacramento, CA 95691


